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Verdict

Winning Hypothesis: The market is wrong. Its excessively hawkish narrative underestimates the macro realities as of
September 2026: a collapse in consumer sentiment (UMCSENT 55.2) and labor market rigidity (ICSA 20.3 million).
Should the Fed respond to inflation concerns with additional rate hikes, a sharp surge in real rates could further erode
already fragile consumer sentiment, accelerating a recession (Recession). This would, in turn, force the Fed to abruptly
pivot from hawkish to dovish (Dovish Pivot). The current rise in Treasury yields and correction in tech stocks reflect an
'oversold' condition driven by excessive market fear. If rising real rates fail to outweigh downward economic pressure
and the Fed resumes rate cuts, the market will experience a sharp rebound (Short Squeeze).

Market participants fear that the combination of soaring oil prices due to Middle East tensions and the
Fed's hawkish stance will realize scenarios of 'rekindled inflation' and 'higher for longer' interest rates.
Specifically, rather than a slowdown in consumer sentiment (UMCSENT), the dominant narrative is
driven by asset valuation pressure from rising real rates and stagflation fears, with continued
expectations of a tech-led correction and rising Treasury yields.

However, the market's hawkish narrative underestimates that the UMCSENT figure of 55.2 has reached a
'tipping point' just before entering the recession zone below 50, which is a decisive signal foreshadowing a
collapse in real domestic demand. Although ICSA (203,000) indicates labor market rigidity, and US10Y (4.8%)
and GOLD (1M +6.84%) reflect inflation concerns, historically, when consumer sentiment plummets to the 55
level, the Fed tends to react more sensitively to recession risks than inflation fears, leading to a sharp policy
pivot (Dovish Pivot). In particular, the correlation between the NDX correction (-5.16%) and rising US10Y
signifies 'declining growth stock valuations due to surging real rates' rather than 'higher for longer, implying
the Fed must curb downside pressure via rate cuts rather than further hikes. Thus, the current rise in Treasury
yields and tech sector correction are transitional phenomena accelerating the Fed's policy shift; should
UMCSENT fall below 50, the Fed will disregard inflation concerns and pivot sharply to an easing stance to
prevent recession.

Action: Overweight NDX (Expecting Dovish Pivot)
Invalidation: If ICSA exceeds 250,000 for two consecutive weeks

Macro Picture

Regime: slowdown
Key Themes: Inflation stickiness and hawkish monetary policy, Middle East geopolitical risks and energy supply
chain shocks, Dichotomy between semiconductor sector boom and broad market correction

Dominant Narrative: Market participants have priced in the possibility of an additional rate hike in September
amid concerns that the Fed's 'patience' may deteriorate into impatience rather than a slowdown in inflation.
Escalating tensions in the Middle East have driven oil prices higher, raising fears of rekindled inflation. In this
environment, rising Treasury yields are pressuring equity valuations, intensifying a correction centered on
technology stocks. Notably, policy uncertainty is amplifying due to the clash between former President Trump's
calls for rate cuts and the Fed's hawkish stance.

Reality: FRED data shows that as of July 2026, industrial production (INDPRO) stands at 102.99, indicating
resilience, while consumer sentiment (UMCSENT) remains depressed at 55.2, signaling economic slowdown.
Although the 10-year minus 2-year Treasury spread (T10Y2Y) has remained positive at 0.4%, recent headlines and
market searches suggest a renewed risk of spread compression due to surging Treasury yields. Initial jobless claims




(ICSA) at 230,000 reflect labor market rigidity. As of September 2026, inflation concerns are intensifying upward
pressure on real interest rates.

Hypotheses

A (Market Right)

The market narrative is correct. The Fed's 'lack of patience' and re-ignition of inflation driven by Middle East
risks are overwhelming genuine economic slowdown signals (UMCSENT 55.2), indicating the market has
entered the early phase of 'Stagflation' rather than a temporary data distortion. The resilience of industrial
production (INDPRO) at 102.99 reflects supply-side rigidity coexisting with weak consumer sentiment, creating a
structural barrier preventing the Fed from cutting rates. Consequently, rising Treasury yields and tech valuation
pressure are not temporary corrections but the beginning of asset revaluation driven by 'Higher for Longer
rates; Trump's political pressure will fail to offset the upward pressure on real rates.

Market participants are pricing in UMCSENT 55.2 not merely as a signal of economic slowdown, but as a trigger for a 'hawkish pivot,
where the Fed may raise rates regardless of declining consumer sentiment if inflation becomes entrenched. Despite unemployment
claims (ICSA) showing rigidity at 203,000, the combination of surging oil prices and rising real rate pressure could lead to a
contraction in consumption being interpreted not as a recession, but as a loss of purchasing power due to inflation. In other words,
even if data signals an economic slowdown, if the Fed's policy priority becomes entirely fixed on price stability, the market will front-
run 'inflation fears,' sustaining tech-led corrections and rising Treasury yields.

B (Market Wrong)

The market is wrong. The market's excessively hawkish narrative underestimates the macro reality as of
September 2026: a collapse in consumer sentiment (UMCSENT 55.2) and labor market rigidity (ICSA 2.03
million). Should the Fed respond to fears of rekindled inflation by implementing additional rate hikes, the sharp
rise in real interest rates would shatter already fragile consumer sentiment, accelerating a recession. This
would, in turn, force a sudden pivot in the Fed's policy stance from hawkish to dovish. The current rise in
Treasury yields and correction in tech stocks represent an 'oversold' condition driven by excessive market fear.
If the upward pressure from rising real rates fails to overcome downside economic pressures and the Fed
resumes rate cuts, the market will experience a sharp rebound (Short Squeeze).

The market narrative assumes the Fed will persist with rate hikes due to its fixation on inflation. However, historically, a collapse in
consumer sentiment at levels such as UMCSENT 55.2 acts as a leading indicator of recession, leading to policy failure by the Fed. As
rising real rates intensify and the absence of consumption deepens, corporate revenue will plummet, leading to higher
unemployment and rendering the Fed unable to maintain a hawkish stance. Trump's demand for rate cuts, aligned with this
economic inevitability, could serve as a catalyst to accelerate the Fed's policy pivot. Therefore, the current rise in Treasury yields and

tech stock correction are transitional phenomena of a 'self-fulfilling prophecy' anticipating the Fed's pivot, and macro signals of
economic slowdown will ultimately dismantle the market narrative.

Key Question: If UMCSENT (Consumer Sentiment) enters the recessionary zone below 50 within two weeks after September
2026, will the Fed implement additional rate hikes citing inflation concerns (e.g., rising WTI prices), or will it abruptly pivot to
a dovish stance (rate cuts) due to recession fears?

Tensions

The market narrative interprets the Fed's hawkish tilt and Middle East risks as having fully extinguished
expectations for rate cuts due to fears of rekindled inflation. However, macro data reveals visible downside
pressures from depressed consumer sentiment and slowing industrial production, creating a contradictory scenario
where rising real rates could pivot toward economic contraction.
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Narrative: Additional rate hikes and continued tightening due to entrenched inflation
Reality: Signs of economic slowdown detected, including consumer sentiment at 55.2, along
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The narrative maintains a dichotomous view that the semiconductor sector's boom can offset broad market
corrections and rising Treasury yields. Yet, valuation pressures from surging Treasury yields are deepening the
correction in technology stocks, widening the sectoral divergence and amplifying it into broader downside pressure
for the overall market.
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Narrative: Semiconductor boom acts as the sole safe haven amid market correction
Reality: Rising Treasury yields intensify valuation pressure on tech stocks and expand Na
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The political narrative highlights uncertainty stemming from former President Trump's calls for rate cuts and the
White House's growth expectations, which could destabilize the Fed's policy stance. However, data indicates
intensifying upward pressure on real rates and heightened USD volatility, causing immediate distortions in

exchange rates and commodity prices due to policy clashes.
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Narrative: Heightened expectations of rate cuts due to political pressure and amplified pol
Reality: Mounting pressure from rising real rates and expanded foreign exchange volatilit
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